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NOTES AND MEMORANDA 



PRICE AND RENT 

Rent may adequately be defined as an income or return 
received because of the existence and control of some econo- 
mic privilege or desirable market opportunity which is not 
susceptible of depreciation in the sense of physical wear 
and tear or deterioration. According to this definition, 
land rent is only one form of rent. On the other hand, all 
returns from special or monopoly privileges may be classified 
as rent. The presence or absence of physical deterioration 
is then the distinguishing feature which makes possible the 
tracing of a fairly distinct line of demarkation between 
interest and rent. From this viewpoint, the concept land 
is narrowed until it becomes mere extent or space which 
furnishes support or standing room; soil is capital. In 
agriculture, the soil sustains the same relation to land that 
the factory building does in manufacture. The return 
from land, which of course is not subject to physical de- 
terioration, is rent; but the return from the soil, which is 
subject to physical deterioration, should be classified as 
interest. A franchise is a monopoly privilege not susceptible 
of deterioration from the engineer's or the physicist's view- 
point; and, therefore, any return received because of the 
control of a franchise is a rental return. In short, rents 
are due to the ownership of market opportunities of various 
sorts, to the ownership of some unique and special privilege. 
Rent is never a return received because of the use of tangible 
capital which is subject to physical wear and tear and de- 
terioration; such a return is interest. 

It will, however, doubtless be urged that there is as yet 
no monopoly in land ownership; and, consequently, land 
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rents and monopoly returns are two different and distinct 
kinds of income which should not be placed together in the 
same category. That the generally accepted technical defi- 
nition of monopoly will, up to the present time, exclude the 
ownership of land from the category of monopoly, must be 
granted. But even the most enthusiastic theorist of the 
laissez faire school will admit, altho perhaps reluctantly, 
that the ownership of a particular parcel of land is an ex- 
clusive privilege. No two parcels of land are exactly alike 
in all respects. Therefore, to own land is to possess a 
partial monopoly and to be favored by certain unique and 
special privileges. Differential land rent is due to the 
absence of perfect competition between different parcels 
of land. 

The return from the operation of mines does not readily 
admit of classification. Minerals are taken out of the 
mine and the mine, unlike a waterfall which is automatically 
renewed, depreciates in value; but the minerals are not 
replaceable as is a worn-out machine, the chemical con- 
stituents of the soil, or the water of the waterfall. On the 
other hand, there is a return from mining operations which 
is not due to some intangible privilege, to mere location or 
to the use of capital goods capable of deterioration. The 
mineral wealth which is taken from the mine is an irreplace- 
able " natural " gift. And consequently the surplus from 
mining operations over and above the expense of carrying 
on the industry (including depreciation and interest upon 
the capital actually invested in mining equipment) may 
logically be considered as a rental return. The income 
from the ownership of mineral wealth or of a waterfall is 
called rent,, while that from the ownership of soil is termed 
interest. The item of replacement is here made the dis- 
tinguishing characteristic. A good soil can be maintained 
year after year only by replacing the chemical elements 
which are required for plant growth; it is in reality a peculiar 
and unique form of machinery. But on the other hand, 
as indicated above, mineral wealth is not replaceable; and 
the water in the case of the waterfall is replaced automatically. 
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Kents are of two kinds: (1) differential rents measured 
from an intensive or an extensive margin; and (2) intensive 
marginal rents which are more commonly 'designated as 
monopoly gains, forced gains, returns from special privileges, 
or returns from " pulls." x Both varieties of rent are due 
to the absence of perfect competition among the three 
factors of production, — land, labor, and capital, — and to 
the presence of special privileges or unique opportunities 
of some sort. 

Land — that is, extent, space, standing room — is needed 
in connection with all human activities. And differential 
rent, which is a measure of desirability, appears because of 
the existence of a demand for various products or goods 
coupled with the presence of land of varying grades of 
desirability. The exact amount of differential rent depends 
upon both the demand for the products of land and upon 
the amount and nature of the supply of land. With a 
given land supply, present or potential, and no change in 
industrial methods, differential rents increase and decrease 
as the demand for products varies. 

If perfect competition as regards labor and capital existed 
and labor and capital flowed with perfect freedom from one 
industry to another, the intensive (or extensive) margin 
would be the same in all industries and occupations. Dif- 
ferential land rents would in that hypothetical case absorb 
all surplus over and above the payments made to labor and 
capital on marginal or no-rent lands. Any obstruction to 
perfect competition — monopoly power, custom, organiza- 
tion of labor, artificial scarcity, forced gains, " pulls," and 
the like — whether the result of prevision, forethought, 
business acumen, or chance which interferes with perfect 
competition and the hypothetical frictionless flow of capital 
and of labor halts the investment of capital or the employ- 
ment of labor, or both, in a given industry at some point 
above the normal margin. As a consequence, the supply — 
the flow of products — in the industry is diminished, and 

1 For a more detailed examination of intensive marginal rent, see article by the 
writer in the Quarterly Journal of Economics, August, 1906, pp. 596-607 
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prices may be raised above the point which would have 
obtained under free competition. The margin in the in- 
dustry is abnormal; and intensive marginal rents appear. 
This form of rent enters price as do interest and wages. 
The amount of the intensive marginal rent is simply a 
measure of the monopoly power or " pull " exerted. The 
investment of capital and the employment of labor in the 
industry are modified, the supply of the article is restricted, 
and the price is increased. 

It has been urged that the view here presented is fallacious. 
"It might as well be argued that because a poor farmer 
may not work his land with sufficient capital, — and whose 
intensive margin is consequently higher than his better 
equipped neighbor's — intra-marginal rent appears upon 
his land, and enters the price of his produce." l This objec- 
tion overlooks the possibility and the probability of the 
competition of more efficient farmers. Unless the inefficient 
farmer were a monopolist, he could not fix the price of his 
products so as to give rise to intensive marginal rents. If, 
for example, of a dozen competing grocers in a town, one 
were inefficient, the latter could not fix prices. On the 
contrary, his profits and personal wages would be reduced 
below that received by the eleven other grocers. Since 
the inefficient tradesman could not limit the supply or fix 
the price of the articles which he offered for sale, no intensive 
margin would appear except in so far as competition was 
otherwise obstructed. The case of the inefficient farmer 
is quite similar. Intensive marginal rent is a measure of 
monopoly power, not of inefficiency. 

As long as variations in the value of the market opportunity 
of different parcels of land exist, — that is, as long as competi- 
tion in regard to this one factor in production is not perfect, — 
differential rents will arise. Intensive marginal rents on 
the contrary appear when labor and capital are not perfectly 
mobile, when the movement of labor and capital from one 
industry to another, or from one place to another, is impeded. 

1 Haney, " Rent and Price, 'Alternate Use' and ' Scarcity Value.' " Quarterly 
Journal of Economics, vol xxv, p. 137. 
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From the standpoint of the consumer, intensive marginal 
rents (monopoly or forced gains) enter price as do wages 
and interest. From the point of view of the entrepreneur 
intensive marginal rent is a surplus, — an extra gain over 
and above that obtained in a competitive business. On 
the other hand, the entrepreneur considers a differential 
rent to be a cost (expense) ; but under competitive conditions 
the consumer finds that the price of an article is equal in 
the long run to the expenses of production on no-rent land 
or on the intensive margin. But the location of this margin 
is determined by the interaction of demand and supply. 

Frank T. Cablton. 
Albion College. 



